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Students’ Department
H. P. Baumann, Editor
AMERICAN INSTITUTE EXAMINATIONS
(Note.—The fact that these answers appear in The Journal of Account­
ancy should not cause the reader to assume that they are the official answers of 
the board of examiners. They represent merely the opinions of the editor of 
the Students' Department).
Examination in Accounting Theory and Practice—Part I
November 13, 1930, 1 P. M. to 6 P. M.
The candidate must answer the first three questions and one other question.
No. 1 (35 points):
From the information following, prepare:
(a) Journal entries, recording the purchase of the investments at April 1, 
June 30 and September 1, 1929.
(b) Statement showing amount of goodwill and capital surplus arising from 
consolidation, as at December 31, 1929.
In making an audit of the books of account and records of the Smith Theatre 
Company and its subsidiaries—the Brown Pictures, Incorporated, and the 
Green Amusement Company—for the year ended December 31, 1929, you find 
the following conditions:
The Brown Pictures, Incorporated (hereafter alluded to as “the corpora­
tion”), was organized January 1, 1929. The incorporators, owners of theatres 
in favorable locations, leased their theatres, with equipments, to the corpora­
tion for a period of twenty years commencing January 1, 1929, and received, in 
consideration therefor, all the capital stock of the corporation in addition to an 
annual fixed rental payable by the lessee in equal monthly instalments in 
advance on the first day of each month.
The capital stock of the Brown Pictures, Incorporated, consists of 10,000 
shares of no par value and was issued, according to the articles of incorpora­
tion, for leaseholds appertaining to the leased theatres, appraised by the in­
corporators at date of organization at $120,000. With reference to the issue of 
the stock, you find the following journal entry on the books of the corporation:
Leaseholds........................................... $120,000
To capital stock.............................. $120,000
You also find that during the year 1929, the corporation has amortized the 
leaseholds by charges to profit-and-loss account on the basis of the lives of the 
leases.
On April 1, 1929, the Smith Theatre Company purchased from individual 
stockholders of the Brown Pictures, Incorporated, 5,000 shares of the capital 
stock of that corporation for $70,000 in cash, and on September 1, 1929, ac­
quired from the remaining stockholders the balance of the stock, which was 
paid for in the following manner:
(a) 100 shares of the Smith Theatre Company’s no-par-value common stock 
held in the treasury, purchased at $35 a share, the market value being $45.
(b) A sum in cash equal to the increase in the rental under an amendment of 
the lease of the Star Theatre, one of those originally leased to the Brown 
Pictures, Incorporated, which had been rented by the Brown Pictures, In­
corporated, at date of organization from the stockholders now desirous of selling 
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their stock. The original Star Theatre lease agreement provided for a rental 
of $60,000 per annum and stipulated that the corporation deposit with the 
lessors the sum of $60,000 bearing interest at 6 per cent. per annum, which was 
to be applied as rental for the last year of the term. The deposit was made by 
the corporation on January 1, 1929. The amended lease agreement contained 
the following provisions:
Term—October 1, 1929, to December 1, 1948
Rental—$72,000 per annum from Oct. 1, 1929, to Sept. 30, 1939
$70,000 per annum from Oct. 1, 1939, to Dec. 1, 1947 
(payable as in the case of the first lease)
$60,000 for the balance of the term, covered by the lease deposit 
originally made by the lessor.
The original lease was canceled and settlement for the lease deposit was made 
in cash.
(c) Cancellation of the interest accrued on the lease deposit from January 1, 
1929, to September 1, 1929, the amount thereof to be credited to the Brown 
Pictures, Incorporated.
The Green Amusement Company was organized January 1, 1929, with an 
authorized capital stock of 1,000 shares of no par value issued for cash, in 
amount $35,000. This company was indebted to the Smith Theatre Company 
on a note of the face value of $15,000. Owing to the unsatisfactory financial 
condition of the Green Amusement Company, the Smith Theatre Company 
accepted the note only after endorsement thereof by 95 per cent. of the stock­
holders of the Green Amusement Company.
With consent of the Smith Theatre Company, the endorsers of the note, 
anxious to free themselves of their contingent liability, which was likely to 
become actual, entered into an agreement on June 30, 1929, with the Brown 
Pictures, Incorporated, whereby they sold to that corporation all their capital 
stock of the Green Amusement Company upon condition that the Smith 
Theatre Company cancel the note and that the Brown Pictures, Incorporated, 
assume the liability therefor on open account.
The books of the respective companies were closed quarterly. An analysis 
of the surplus accounts at December 31, 1929, was as follows:
Smith Brown Green
Balance—January 1, 1929...................
(as certified by you)






3 months ended Mar. 31, 1929........ 150,000 $120,000 $ 5,000*
3 “ “ June 30, “ ........ 140,000 130,000 9,000*
3 “ “ Sept. 30, “ ........ 175,000 135,000 12,000*
3 “ “ Dec. 31, “ ........ 178,000 140,000 15,000*
Balances—December 31, 1929............. ... $1,483,000 $525,000 $41,000*
The capital stock of the Smith Theatre Company consists of 10,000 shares of 
no-par-value common stock, issued at $15 a share.
Wherever it becomes necessary, in your calculations, to assume an interest 
rate, use 6 per cent. per annum.
The profits or losses for the three months ended September 30, 1929, may 
be assumed to have occurred in equal amounts by months.
Given:
The present worth of an annuity payable $1.00 monthly for ten years, the 
first payment to be made in one month, is $90,075. The present worth of an 
annuity payable $1.00 monthly for eight years and two months, but with the 
first payment of the annuity beginning in ten years, or directly after the former 




The main difficulty that the candidate might expect to find in solving this 
problem is that of organizing the facts given—especially those pertaining to the 
book values of the subsidiaries at the different dates of purchase by the major 
and minor holding companies. The Smith Theatre Company (the major 
holding company) purchased one-half of the outstanding stock of the Brown 
Pictures, Incorporated (the minor holding company) on April 1, 1929, and the 
remaining one-half, on September 1, 1929. Between the dates of these two 
purchases, June 30, 1929, the Brown Pictures, Incorporated, purchased the 
entire outstanding stock of the Green Amusement Company, which purchase 
gave rise to capital surplus of $6,000.
At September 1, 1929, the Green Amusement Company had an accumulated 
loss of $22,000, of which $8,000 had been incurred since June 1, 1929, the date 
on which it was taken over by the Brown Pictures, Incorporated.
The candidate is faced immediately with the questions—What, if any, effect 
has the capital surplus of $6,000 upon the book value of the Brown Pictures, 
Incorporated, which book value determines the goodwill or capital surplus 
arising from the purchase of the second 5,000 shares of the Brown Pictures, 
Incorporated by the Smith Theatre Company? What, if any, effect has the 
loss of $8,000 upon the book value of the Brown Pictures, Incorporated?
What confusion may arise in the mind of the candidate may be dispelled by 
setting up a schedule, to ascertain, first the amount of the consolidated surplus 
at December 31, 1929, and second, to distribute the remaining profits or losses 
to the different purchases.
STATEMENT SHOWING THE COST OF THE 5,000 SHARES
OF STOCK OF THE BROWN PICTURES, INCORPORATED PURCHASED 
SEPTEMBER 1, 1929, BY THE SMITH THEATRE COMPANY
(a) The 100 shares of treasury stock of the Smith 
Theatre Company given as part payment for the 
stock of the Brown Pictures, Incorporated, is re­
corded at the market value of $45 per share, as this 
value more clearly reflects the cost of the stock 
purchased to the Smith Theatre Company. The 
excess of the market value over the cost ($35) of such 
treasury stock is credited to premium on treasury 
stock on the books of the Smith Theatre Company. 
Treasury stock (100 shares):
Cost........................................................................ $ 3,500.00
-Premium................................................................ 1,000.00
Market value..................................................... $ 4,500.00
(b) The cash payment equal to the increase in the 
rental under an amendment of the lease of the Star 
Theatre, exclusive of the lease deposit of $60,000 is 
computed as follows:
For the period from October 1, 1929 to September 
30, 1939—(10 years):
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Increase per annum....................................... $12,000.00
Increase per month........................................ $ 1,000.00
As the present value of an annuity payable $1.00 
monthly for ten years, the first payment to be 
made in one month, is $90,075, the present 
value of such an annuity of $1,000 is, therefore, 
$1,000 x $90,075 or........................................
For the period from October 1, 1939 to December 1,





Increase per annum...................................... $10,000.00
Increase per month........................................ $ 833.33
As the present worth of an annuity payable $1.00 
monthly for eight years and two months, but 
with the first payment of the annuity beginning 
in ten years, or directly after the former annuity 
ceases, is $42.500083, the present value of such 
an annuity of $833.33 is, therefore, $833.33
x $42.500083 or................................................ 35,416.59
Cash payment, exclusive of lease deposit ... $125,491.59
(c) Cancellation of the interest accrued on the 
lease deposit from January 1, 1929, to September 1, 
1929, the amount thereof credited to the Brown 
Pictures, Incorporated
Interest on $60,000 for eight months at 6% per
annum.................................................................... $ 2,400.00
Total cost of 5,000 shares purchased, September 1, 
1929.................................................................... $132,391.59
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JOURNAL ENTRIES
TO RECORD THE PURCHASE OF THE INVESTMENTS 
AT APRIL 1, JUNE 30, AND SEPTEMBER 1, 1929
On books of Brown Pictures, Incorporated, June
30, 1929:
Investment—Green Amusement Company........ $ 15,000.00
Accounts payable—Smith Theatre Company $ 15,000.00
To record the purchase of the entire 
authorized capital stock of the Green Amuse­
ment Company (1,000 shares of no par value).
On books of the Smith Theatre Company
April 1, 1929:
Investment—Brown Pictures, Incorporated.. . . 70,000.00
Cash.................................................................
To record the purchase of 5,000 shares 
(10,000 shares authorized and outstanding) 




Investment—Brown Pictures, Incorporated.. . . 132,391.59
Treasury stock.................................................
Premium on treasury stock............................
Cash.................................................................
Interest accrued on lease deposit (Brown
Pictures, Incorporated)...............................
To record the purchase of the remaining 
5,000 shares of no-par-value stock of Brown 
Pictures, Incorporated, the receipt of lease 







STATEMENT SHOWING THE AMOUNT OF CAPITAL SURPLUS 
ARISING FROM CONSOLIDATION, AS AT DECEMBER 31, 1929
Purchase of Brown Pictures, Incorporated:
First purchase—April 1, 1929
Book value of Brown Pictures, Incorporated: 
Capital stock............................................ $120,000.00
Profits for the 3 months ended March 31, 
1929....................................................... 120,000.00
Total book value (10,000 shares) ... $240,000.00
Book value of 5,000 shares purchased—
(^ of $240,000.00)....................................... $120,000.00
Cost of 5,000 shares purchased....................... 70,000.00
Capital surplus............................................. $ 50,000.00
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Second purchase—September 1, 1929
Book value of Brown Pictures, Incorporated:
Capital stock.......................................... $120,000.00
Profits for the 3 months periods ended:
March 31, 1929........................................ 120,000.00
June 30, 1929............................................ 130,000.00
Profits for the months of July and August, 
1929—(⅔ of $135,000.00)....................... 90,000.00
Total................................................. $460,000.00
Deduct:
Share of loss of Green Amusement Com­
pany since date of purchase by Brown 
Pictures, Incorporated, June 1, 1929—
(⅔ of $12,000.00)................................ 8,000.00
Total book value (10,000 shares). . . $452,000.00
Book value of 5,000 shares purchased—
(½ of $452,000.00)......................................
Cost of 5,000 shares purchased.......................
Capital surplus arising from the purchase of 
the entire outstanding stock of the Brown 
Pictures, Incorporated.................................
Purchase of Green Amusement Company:
Book value of Green Amusement Company, 




Cost of purchase (represented by assumption 
of liability)................................................
Capital surplus arising from the purchase of the 
entire oustanding stock of Green Amusement 
Company......................................................
Total capital surplus arising from consolidation
No. 2 (30 points):
Following is the trial balance of the recently 
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Taxes on dues and entrance fees................................... 490
Entrance fees underwritten............................................ 80,000
$267,046 $267,046
A proprietary membership in the club costs $1,000, plus $100 tax.
An analysis of entrance-fees account shows that it includes $110,000 paid in, 
fully paying 110 memberships, and $36,250 collected from 60 members. The 
balance due from these 60 members, plus the tax thereon, is secured by notes 
for their original unpaid balance. These notes are on hand but not entered.
In September, 1929, a special committee, appointed for the purpose, handed 
in a statement with a list of 80 members, each of whom promised to obtain a 
new member and to advance the entrance fee of such member at once, subject 
to repayment when the new member paid in his fee; accordingly, the following 
entry was then made:
Accounts receivable, members.............................. $80,000
To entrance fees underwritten.......................... $80,000
Of the above $80,000, $70,000 had been collected from the underwriters at 
December 31, 1929. Nothing had been repaid to the underwriters on account of 
new members, although 10 such new members had been elected in December and 
had paid in $8,800 in cash and signed notes for $2,200 for entrance fees and taxes.
Dues are $200 a year, plus 10 per cent. tax, payable quarterly in advance, and 
have been chargeable and entered on April 1, July 1 and October 1, 1929.
Included in “accounts receivable, members,” are accounts totaling $330 for 
dues and taxes against 2 members who have been delinquent for nine months, 
and accounts aggregating $770 for dues and taxes of 8 other members. Collec­
tions can be enforced only by deduction from the proceeds of sale of such mem­
berships after the complement of 300 members is attained.
The building account includes:
Caddy and locker house....................................................................... $10,000
Architect’s plans for a club house, discarded as proposal appeared too 
expensive........................................................................................ 3,000
Architect’s fees for new house.............................................................. 1,500
Payments under a cost-plus contract for the club house (under con­
struction December 31, 1929) with a guaranteed maximum cost of 
$50,000...........................................................................................  40,000
$54,500
The golf course was finished and opened on June 30, 1929. At that date, the 
club being obliged to maintain the course since the original construction con­
tract was completed, the operating accounts stood as follows:
Debits—
Labor.................................................................... $10,116








The club leases its real estate, for which it pays an annual rental of $6,000, 
payable January 1st in advance.
The estimated life of the equipment is five years from June 30, 1929.
Of the liability on the books for taxes on dues, $390 is now payable to the 
collector of internal revenue, representing collections in December.
Prepare the journal entries which should be made on the books as of Decem­
ber 31, 1929, and January 1, 1930, disregarding closing entries, as the fiscal 
year ends June 30th.
Submit, also, statement of assets and liabilities as of the opening of business 






Taxes on dues and entrance fees....................................... 2,375
To record the balance due from members for entrance
fees and taxes represented by notes on hand:
Entrance fees—60 members............................ $60,000
Amount collected............................................. 36,250
Balance due on entrance fees.......................... $23,750
Amount to be collected for taxes—10% of 
$23,750 or................................................. $2,375
A study of the trial balance will show that the 10% tax on entrance fees and 
dues was paid the month following the collection as required by the regulations 
of the treasury department.
The payments of $8,800 in cash and the $2,200 in notes received from the 10 
members elected in December, apparently are included in the payments of 
$36,250 of cash and the notes of the 60 members mentioned in the third para­
graph of the problem. An adjustment is necessary to record the sale of the 10 
memberships underwritten as follows:
(2)
Entrance fees underwritten................................................... $ 8,000
Accounts payable—underwritten...................................... $ 8,000
To record payments received on the sale of underwritten 
memberships (the $800 of taxes are considered as having 
been paid, and the $2,200 of notes are considered as having 
been included in the $26,125 of notes recorded in entry #1). 
The fact that these 10 members were elected in December does not neces­
sarily mean that the payments of $8,800 were not made before the election, and 
that the $800 of tax was not paid before December 31, 1929.
(3)
Due from members—delinquent........................................... $ 1,000
Taxes on dues and entrance fees........................................... 100
Accounts receivable—members......................................... $ 1,100
To transfer delinquent house accounts and to cancel tax 
thereon.
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(4) 
Caddy and locker house........................................................ $10,000
Buildings............................................................................. $10,000









To charge golf-course construction with expenses in­
curred prior to its completion (June 30, 1929), less dues.
(6)
Depreciation on equipment................................................... $ 850
Reserve for depreciation—equipment............................... $ 850
To record depreciation on equipment based upon its life
of 5 years from June 30, 1929—10% of $8,500 or $850.
(7)
Taxes on dues and entrance fees........................................... $ 390
Taxes payable.................................................................... 390




Dues paid in advance......................................................... $8,500
Taxes on dues and entrance fees....................................... 850
To record the quarterly dues payable January 1, 1930, 




To record the rent for the year 1930, payable January
1, 1930.
The working trial balance was not required by the examiners. It is given in 
this solution for explanatory purposes only.
Glenview Golf Club
Statement of assets and liabilities—January 1, 1930
Assets
Current assets: 
Cash in bank............................................................. $ 7,225
Receivables:
Accounts of members—current................. $19,410
Notes of members—current....................... 26,125 45,535 $52,760
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Due from members—delinquent: 




* No depreciation provided for, although built on leased ground.
**No depreciation provided for.
Club house under construction— 
(guaranteed maximum cost $54,500) 44,500
Caddy and locker house............................................... **10,000
Equipment..................................................... $ 8,500
Less depreciation reserve............................... 850 7,650 207,661
$267,421
Liabilities and Members Equity
Current liabilities: 
Notes payable—bank............................................... $ 10,000
Accounts payable.......................................................... 2,341





Entrance fees underwritten—payable from pro­
ceeds of membership sales........................................ 72,000
Dues paid in advance...................................................... 8,500
Members equity: 
Entrance fees............................................................. $170,000
Deficit—six months ended December 31,1929............ 13,035 156,965
$267,421
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.. $83,276 $83,276 $35,050 $35,050 $281
,3
06
 $281,
30
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